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Abstract
The paper analyses the most recent statistics regarding the process of ageing at the level of
Europen Union member states and its consequence on the development of the activity of
the pension funds. There is a growing literature which supports the pension reform as a
solution  for  the  latest  demographic  trends.  Some  recent  analyses  though,  outlined  the
negative influence of the financial crisis on the promised returns of private pension funds.
The authors make a personal analysis, taking into consideration both point of views.
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1. Introduction
Being active, healthy and participative well into old age is now a realistic
prospect for a large numbers of citizens for the first time in European history. But
an  ageing  population  also  raises  challenges  for  our  societies  and  economies,
culturally, organizationally and from an economic point of view. Policy makers
worry about how living standards will be affected as each worker has to provide for
the  consumption  needs  of  a  growing  number  of  elderly  dependents.  The
seriousness of the challenge depends on how our economies and societies respond
and  adapt  to  these  changing  demographic  conditions.  Looking  ahead,  policy
makers  need  to  ensure  long-term  fiscal  sustainability  in  the  face  of  clearly
anticipated risks, as well significant uncertainty. This is all the more true as Europe
is  in  the  midst  of  the  deepest  recession  in  decades,  which  is  putting  an
unprecedented stress on workers and companies and is set to have a major impact
on the sustainability of public finances (European Commission, 2009).
2. Recent dynamics regarding ageing
From the latest data provided by the European Commission (EC, 2009)
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only a modest recovery in total fertility rates, which remain still low (from an
average number of births per woman over her lifetime of 1.52 in 2008 to 1.57 by
2030 and 1.64 by 2060);
a continous increase in the life expectancy both for men and women (8,5 years
for men, from 76 years in 2008 to 84.5 in 2060, while for women it would
increase by 6.9 years, from 82.1 in 2008 to 89 in 2060);
an inward net migration to the EU countries, but with a decreasing trend (from
about 1,680,000 people in 2008, equivalent to 0.33% of the EU population to
800,000 people by 2060, equivalent to 0.16% of the EU population);
a significant reduction of the working-age population, the population aged 15-64
(of 15 % in the EU countries);
an increase in the number of elderly population aged 65 or more (from 85 million
in 2008 to 151 million in 2060)
a doubling of the old-age dependency ratio (from 25.4% to 53.5%).
Figure  1  illustrates  that  the  population  of  European  Union  is  ageing,
without any exception (old and new member states). This is due to an increase of
the population over 65 years old and a shrinking of the segment of population
between  0-14  years  old. The  highest  increase  in  the segment  of 65 over years
population is noticed especially in the  EU-15 countries, while the most significant
decrease in the 0-14 years population is noticed in the EU-12 countries.
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Figure 1: Rate of growth/decrease in the number of persons by age classes in the
old and new member states by EU (2001-2007) (%)
Source: author’s computation with data provided by EurostatStudia Universitatis “Vasile Goldiş” Arad                    Seria Ştiinţe Economice  Anul 21/2011 Partea I
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Figure 2: Distribution of the increase of the population aged 65 and over by
member state (2001-2007)
Source: authors’ computation with data provided by Eurostat
The  relative  increase  in  the  number  of  people  aged  65  is  unevenly
distributed among the European Union member states. Only 7 old European Union
countries account for more than 80 % of this increase (Figure 2).
These trends had an influence on the old-age dependency ratio, both in
their level and rate of growth, showing an increased economic burden on people in
work. From the old member states of European Union, high old-age dependency
ratios were registered especially in Germany, Italy, Greece, Austria. From the new
member states of European Union, we can outline the case of  Slovenia, Bulgaria,
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Figure 3: The rate of growth/the level of the old-age dependency ratio in the EU
contries (2001-2009)
Source: authors’ computation with data provided by Eurostat
3.  The connection between ageing and the pension funds
The  crisis  of  pension  system  has  stopped  to  be  a  debatable  one,
transforming itself in pure reality. A growing body of literature has been dedicated
to  studies  which  have  pointed  out  the  benefit  of  passing  to reformed  pension
architecture,  with  emphasis  on  the  private  component  that  would  solve  the
problems of ageing societies (Blommestein H., 2000; Holzman, 2003; Fornero and
Castellino, 2006). Therefore, many countries proceeded to reforming their pension
system, more lately in the Central and Eastern Europe (CEE). Consequently, the
pension funds registered a sharp growth in assets, growth that can be easily noticedStudia Universitatis “Vasile Goldiş” Arad                    Seria Ştiinţe Economice  Anul 21/2011 Partea I
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especially in the new member states of European Union (Figure 4). From these
countries,  those who  have  introduced  before  2000  the 2nd  Pillar  (Poland  and
Hungary)  benefited  in  2008  of  the  largest  amount  of  net  assets  (29408.86
respectively 6520.01 million Euro) and some of the largest number of participants
from the CEE countries (13740, respectively 2920). Romania, the last one (from
the CEE countries considered) who has introduced the 2nd pillar had obviously one
of the lowest volumes of accumulated net assets (166.08 million Euros) (Figure 5).
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Figure 4: Growth rate of non-bank financial intermediaries at the level of European
Union (new and old member states) (%)
Source: authors’ computation with data provided by Eurostat
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Figure 5: Net assets and number of participants - 2nd Pillar (2008)
Source: Source: authors’ computation with data provided by CSSPP (2010)
4. The influence of the financial crisis on the sustainability of pension reform
The  international  financial  crisis  had  a  negative  impact  on  the  pension
systems, both on the first and the second pillar. It is true that, given the volatile
nature of the investments made by private pension funds, the second pillar was
more affected. While the second pillar was introduced for avoiding some specific
risks for the future of pensions, given the negative demographic trends (i.e their
sustainability and adequacy), this pillar is more affected by the financial risk atStudia Universitatis “Vasile Goldiş” Arad                    Seria Ştiinţe Economice  Anul 21/2011 Partea I
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which financial markets are exposed when a financial crisis occurs. Although less
affected, the first pillar is also negatively influenced by the financial crisis, once
with the reduction of the aggregate national income.
In many of the European Union countries, especially in the new member
states, which have adopted/developed later the second pillar, the financial crisis has
raised questions in what concerns the benefit of moving to a mixed pension system,
in comparison with the former one, which relied exclusively on public pay-as-you-
go schemes. Some of them have even taken some concrete actions in this respect (it
is the case of  Slovakia, in which the workers from a new defined-contribution
scheme  have  been  allowed  to  switch  to  the  public  system;  in  Hungary,  the
government allowed the return from the private to public pillar for those who are
older than 51 in 2009; the three Baltic countries have temporarily suspended the
transfer of private contributions to the pension funds; in Poland, the government
reduced the contribution rate to the private obligatory pension funds in January
2011). Similar actions were taken in other Eastern European countries.
The  voices  which  outlined  the  difficulties  of private  pension  funds
increased in intensity, making public the cases of some pension funds that were no
able to fulfill their promises regarding the return of the future pensioners or even
worse, some cases of pension funds that were very close to bankruptcy. In a recent
report of the OECD (OECD, 2010, pag.1), it is shown that as far as concerns the
OECD states, the investment losses suffered in 2008 by pension funds have not
been fully recuperated yet. They state that “pension funds have only made up USD
1.5 trillion of the 3.5 trillion decline in the market value of assets experienced in
2008, although 2009 saw substantial gains in investment performance and a slight
recovery in funding levels in some defined benefit systems. Outside the OECD
area,  pension  funds  apparently  suffered  less  in  2008  and  have  also  recovered
quicker in 2009, with asset levels by December 2009 surpassing those at the end of
2007”. In their study, they show that in some countries the pension funds have
acted in a countercyclical manner during the crisis, “engaging in large net equity
purchases  as  markets  tumbled  and  reducing  the  intensity  of  net  purchases  as
markets  recovered.  However,  in  some  other  countries  the  opposite  effect  was
found, which raises concerns over the funds’ long-term performance as well, as
their role as market stabilizers” (OECD, 2010, pag.1).
5. Conclusions
We believe that, in spite of the negative effects of the financial crisis on the
performance of private pension funds and the measures taken by  authorities in
order to alleviate the budget tensions, the reform of the pension system must be
continued.  While  the  financial  crisis  is  decreasing  in  its  intensity,  the  current
problems of adequacy and sustainability of the pension systems remain. In order to
prevent a reversal of the reforms made so far, an important step that needs to be
taken by the authorities would be to restore the people’s faith in private pension
funds  and  this  particular  manner  of  saving.  These  include  better  regulation,
increased transparency which allows the future pensioners to know precisely which
is  the  investment  strategy  of  the  pension  fund  at  which  they  have  theirStudia Universitatis “Vasile Goldiş” Arad                    Seria Ştiinţe Economice  Anul 21/2011 Partea I
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capitalization scheme, which is their risk and their expected rate of return. If policy
makers do not succeed in convincing people that a combined public and private
pension system is the future for the pension systems, all their efforts to maintain
prosperity in ageing societies has been made in vain.
References
Blommestein  H.,  2000,  Ageing,  Pension Reform,  and  Financial Market
Implications in the OECD Area, Center for Research on Pensions and Welfare
policies;
European  Commision, 2009,  2009 Ageing  Report  Economic  and
Budgetary Projections for  the  EU-27 Member  States (2008-2060),  European
Economy, 2/2009;
Fornero E., Castellino O., 2006, Public Policy and the Transition to Private
Pension  Provision  in  the  United  States  and Europe;  WP  CeRP  N°48/06;
forthcoming in C. Toft e J. Cordes (eds), Welfare State Reform in the United States
and the European Union –Policy Choices and the Constitution of the New Welfare
Society, Cambridge University Press, 2006;
Holzmann R., 2003, Toward a Reformed and Coordinated Pension System
in Europe: Rationale and Potential Structure, Director, Social Protection Sector the
World Bank, Washington, D.C., Revised Draft, as of September 23, 2003;
OECD,  2010,  Pension Markets in Focus,  issue  7,  available  at:
www.oecd.org/daf/pensions/pensionmarkets, 4.05.2010, pag.1.